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Abstract 
The objective of this paper is to analyse the significance of a change in dividend payment 
frequency. We initially argue that a change in dividend payment frequency is significant and 
relevant in the same manner as a change in dividend policy. We analyse the subject using an 
event study of Sechaba Holdings, a firm listed on the Botswana Exchange` that decided to 
change its dividend payment frequency from quarterly to bi-annual payment to examine the 
subject. We specifically used an event study methodology that analyses the significance of 
abnormal returns that occurred during the event period. The study revealed that the firm’s 
decision to change its dividend payment frequency did not significantly affect abnormal returns 
during the event period.  The study therefore contradicted our initial argument that a change in 
dividend payment frequency is significant and relevant.  
Key Words: Dividend Policy, Botswana Stock Exchange, Sechaba Holdings, Abnormal returns 
JEL classification: G21; G28; G35 
Introduction 
Dividend policy is one of the most important decisions in corporate finance.  It refers to a company’s policy 
which determines the amount of dividend payments and the amounts of retained earnings for reinvesting in 
new projects (Hashemijoo et al, 2012). Specifically, dividend policy involves the decision about the form, 
size and frequency of dividend payments (Ali, 2013). The primary motive of investing for any investor is to 
maximize returns. Returns are largely determined by the dividend income which investors earn as they hold 
a stock. This means that dividends are an important component of the total equity return (Hallerbach, 
2003). Infact, shareholders consider dividend payments as a constitutional right which managers should 
pay in order to maximize shareholder value (Ordu et al, 2014). Investors therefore frequently demand 
dividend information because it bears directly on expected portfolio returns (Bilinski and Bradshaw, 
2015).Investors need dividend information so that they can make investment and portfolio management 
decisions that enable them to maximize returns. Thus, a firm’s dividend policy pronouncements are an 
important element in investment and portfolio management decision making.  
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In July 2015, Sechaba Holdings, a firm listed on the Botswana Stock Exchange made an important 
dividend policy pronouncement to the media.  As reported in the Weekend Post newspaper on the 13th of 
July 2015, Sechaba Holdings confirmed that its board had decided   to change its dividend payment 
frequency from quarterly to bi-annual. In order not to cause panic among shareholders, the firm advised 
shareholders not to perceive the change in dividend payment frequency as a change in dividend policy. 
The firm’s directors argued that its dividend policy remain unchanged as it does not result in a reduction in 
total dividends (Weekend Post, 2015).   
The firm’s concern was that the investors may perceive the change in dividend payment frequency as a 
change in dividend policy is understandable. According to dividend policy theory,   a change in dividend 
policy may have implications on the value of a firm, resulting in a loss of shareholder value1.  Though Miller 
and Modigliani theory argue that dividend policy is irrelevant as the value of the firm is determined by its 
basic earning power and not whether a firm pays a dividend or not, several empirical studies show that in    
in the real world, with market imperfections such as taxes and transaction costs, and other issues such as 
information asymmetries and agency problems, dividend policy is very relevant (Borges and 
Lupi,2008)2.With most financial markets being far off from being perfect, the statement  which was issued 
by Sechaba Holdings management shows that the company was well aware of the  possible negative 
impact of a change in dividend payment frequency being perceived as a change in dividend policy on the 
share price of a firm. Thus, it had to issue a firm statement advising investors not to perceive the change in 
dividend payment frequency as a change in dividend policy.  
But can a change in dividend payment frequency possibly be perceived as a change in dividend policy 
such it affects the share price of the firm? The question of the relevance of dividend policy has always been 
a critical issue in the field of corporate finance. Whilst there is therefore substantial amount of literature on 
dividend policy supporting the relevance of dividend policy, the subject of the impact of a change in 
dividend payment frequency on the share price remain largely unexplored. Literature tends to focus on the 
relevance of dividend policy by focusing on the decision to pay or not pay a dividend and to increase or 
reduce dividend payments, and not necessarily the decision to change a dividend payment frequency. This 
is because the assumption is that once the level of payout is decided, the frequency of payment is only of 
secondary importance and that reporting conventions or other regulatory guidelines might determine the 
dividend payment schedule (Ferris et al, 2010 ). In essence, the existing theoretical and empirical literature 
is not able to provide us with answers as to the significance of Sechaba’s decision to change its dividend 
payment frequency.   
However, we can attempt to find answers as to the question of the significance of a dividend policy by 
thoroughly analyzing the theory of dividend policy. The starting point in the analysis is an introspection of 
the definition of dividend policy. Most definitions of dividend policy refer to it as a company’s policy which 
determines the amount of dividend payments and the amounts of retained earnings for reinvesting in new 
projects (Hashemijoo et al, 2012). However it is important to note that the dividend policy decision does not 
only involve the decision about the form, size of dividend payments, but also the frequency of dividend 
payments (Ali,2013).  Since, dividend payment frequency is part of a dividend policy, it plausible to 
speculate that a change in dividend payment frequency is likely to be perceived as a change in dividend 
policy, in the same manner as a change in form and size of payments.    
Dividend payments are important especially to those who prefer current income to capital gains.  This is 
because dividends payments are certain and as such investors would prefer in comparison to capital gains 
which may not be realized if prices fall (Ijaz Ali,2013). Shareholders value dividends such they expect a 
dividend, even if they are paid in very modest amounts (Zakić,2012). The more frequently they earn the 
dividends they value immensely, the more satisfaction they obtain from dividend payments. In other words, 
investors derive higher satisfaction from receiving dividend payments frequently. As such lowering the 
                                                             
1 Decisions which are made by managers determine what investors  can expect both in terms of dividends 
and capital growth, which are inturn reflected through the share price (Panigrahi and Zainuddin,2015). 
2 Recent empirical studies that support the dividend relevance theory include studies by Hassan et 
al(2013); Luvembe et al(2014) and Ajanthan(2013). 
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frequency of dividends is likely to reduce the satisfaction that they derive from earning dividends. Thus the   
argument that dividend payment frequency is of secondary importance ignores the higher utility derived by 
investors from receiving more frequent payments (Ferris et al, 2010). 
The management of a firm tends to have more information of the internal operations of a firm than 
investors. It is important to also note that the ability of a company to pay a dividend or not depends on the 
cashflow situation of a firm. When there is excess cash which is not needed by the firm for other profitable 
investment opportunities, management will be expected to pay some or all of the surplus earning as cash 
dividends or to repurchase the company’s stock (Maharshi and Malik,2015). On the other hand, when a 
firm is having insufficient cashflow, it will experience difficulties in paying cash dividends. 
Most firms prefer to maintain a stable dividend payment stream. Firms with a long-standing history of stable 
dividend payments are likely negatively affected by lowering or omitting dividend distributions 
(Luvembe,2014). This is because omitting or lowering dividends sends a negative signal to the market 
thereby lowering the firms share price. As a result, firms tend to keep their dividends constant in order to 
maximize share price(Karpavicius, 2014).If the variability of the cashflow increase , may be forced to 
decrease its dividend payments in order  to create more room to manoeuvre financially (Nygaard and Zarp-
Karsholt, 2013). However, due to the negative impact of dividend policy on share price, a dividend omission 
in most cases is seen a last resort effort to get a firm out of financial distress (Bulan and 
Subramanian,2008). In the same manner a change in dividend payment frequency is likely to be 
interpreted by investors as a sign that the company is in financial distress.  In other words, the change to a 
payment frequency will send a signal to investors that the firm is in financial distress thereby affecting the 
value of the firm.  Thus, signaling effect  of a change in dividend payment frequency will likely make a 
change in dividend payment frequency significant..   
A change in dividend in payment frequency may have also cause a clientele effect. This is because 
dividend payment frequency may be used by a firm to attract a certain type of investors.  If retired investors 
who need regular income are the group that management targets, then dividend payment frequency may 
be used to attract them (Sahin and Nasseh ,2013 ). In other terms, a dividend payment frequency of a firm 
attracts a certain type of investors who prefers that dividend payment frequency. When a firm decides to 
change its dividend payment frequency, it is likely that some investors may be forced to sell off their 
shareholding. If there is oversupply of shares on the market due to the change in dividend payment 
frequency, the firm’s share price will drop. Moreover, in an imperfect market with information asymmetries 
and brokerage costs, investors will incur transaction costs as they dispose-off their shareholding. In this 
case, the change in dividend payment frequency will matter to investors. Thus, using the clientele effect, 
we can also argue that a change in dividend payment frequency is likely to be significant. 
Whilst we can theoretically argue that the change in dividend payment frequency is significant, we can only 
be sure if we undertake an empirical study.   In this paper, we investigate the significance of a change in 
dividend payment frequency. The aim is to find out whether a change in dividend payment frequency 
matters. The study fills the gap in dividend policy literature regarding the significance of a change in 
dividend payment frequency.  Besides adding to existing literature on dividend policy, we expect the study 
to have implications on the formulation of a dividend payment frequency in firms. The rest of the study is 
laid out as follows: Section 2 discusses data and methodology, Section 3 presents the results and 
discussion and Section 4 discusses the conclusion. 
Data and Methodology 
We used an event study to analyse the effect of a change in dividend payment frequency following an 
event methodology process explained by Mackinlay (1997) and Brooks (2013). We firstly determined the 
event period for the study. The event was publicly appeared in the media on the 13th of July 2015. We 
therefore took 13th of July 2015 as the actual event date. Considering the possibility that information from 
an event can filter through before the actual announcement, we considered 5 days before the actual event 
data as the pre-event period. We also considered that after the actual event date it may take several days 
for investors to make decisions to readjust their portfolio in response to the event, especially in relatively 
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illiquid markets like the Botswana Stock Exchange. As a result, the post event period considered 15 days 
after the actual day of the event. Thus the event period consisted of a total of 21 days. 
We then determined the estimation period of daily expected returns for Sechaba stock. We decided to our 
estimation period to start from the beginning of the year 2015 up to the day prior the actual event date. The 
period consists of 124 trading days.   
Having determined the event period and the estimation period, we collected daily Sechaba stock returns 
and market returns data for the entire period under consideration. We then estimated the following simple 
non-constant market model of normal returns using estimation period data3. 
   
ܴ௘௧ = ߚܴ௠௧ +	ߝ௧ (1) 
 
The estimated model was then used to compute expected returns(ܴ௘௧) of the Sechaba stock. The next step 
was to calculate the abnormal returns(ܣܴ௧)and cumulative abnormal returns(ܥܣܴ௧). Abnormal returns were 
calculated by finding the deviation of expected return(ܧܴ௧) from the actual return(ܴ௧) as follows.  
ܣܴ௧ = ܴ௧ −ܴ௘௧  (2) 
 
The cumulative abnormal return were calculated by finding the sum of abnormal returns within a particular 
period T1 +1,…….., T2.  
  
ܥܣܴ௧ = ∑ ܣܴ௧( ଶܶ	
మ்
௧ୀ భ்
, ଶܶ)  (3) 
 
Finally, we performed a two tailed hypothesis test of the significance of the absolute returns within the 
event period. The null hypothesis for the test is that abnormal returns are equal to zero (or not significant). 
The test static for is computed using the following formula which is assumed to be normally distributed. 
 
∅ =
஼஺ோ೟( భ், మ்)
√௏௔௥(஼஺ோ(( భ், మ்))
~ܰ(0,1)  (4) 
 
Cumulative abnormal returns were used for the test statistic instead of abnormal returns because study 
considered a longer event period. The reasoning was therefore to analyse the behavior of abnormal returns 
over the entire event period consisting of 21 days. The variance of cumulative abnormal returns is 
estimated by multiplying the event period plus one day by the variance of the absolute returns (Brooks, 
2013).This is shown mathematically as follows. 
  
ܸܽݎ(ܥܣܴ( ଵܶ , ଶܶ)) = ( ଵܶ − ଶܶ + 1)ܸܽݎ(ܣܴ௧) (5) 
 
The variance of the absolute normal returns (ܸܽݎ(ܣܴ௧) ) is assumed to be the variance of the 
residuals(	ܸܽݎ(ߝ௧))      of the estimated model of expected returns in equation 1 above. 
 
ܸܽݎ(ܣܴ௧) ≈ ܸܽݎ(ߝ௧)      (6) 
                                                             
3 A scatter plot of the data showed that a non-constant linear model provides a better estimation. 
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The null hypothesis is tested at 5% and 10% levels of significance. The null hypothesis is rejected if the test 
statistic falls outside the critical region. Rejection of the null hypothesis indicates that abnormal returns 
during the event period were significant. Conversely, acceptance of the null hypothesis indicates that 
abnormal returns during the event period were insignificant.   
Results and Discussion 
As explained in the previous section, the methodology involved estimating a non-constant linear market 
model of expected returns. The results of the estimation are shown below.  
 
Table 1: Estimated Linear Market Model 
Return-Sechaba Coef.  Std. Err. t  P>|t|  
Market Return 0.2049119 0.096094 2.13 0.0147006 
 
 
The model was then used to estimate the expected returns in the event period. After calculating expected 
returns, it was then possible to calculate data was then used abnormal returns and cumulative abnormal 
returns as shown in equation 2 and 3. The complete returns data is summarized in the table below. 
 
Table 2: Returns data 
Event day R ER AR CAR 
15 0 0.002 -0.002 -0.02 
14 0 0.0246 -0.0246 -0.0446 
13 0 0.0307 -0.0307 -0.0753 
12 0 0.0369 -0.0369 -0.1122 
11 0 0.0287 -0.0287 0.1409 
10 0 0.0246 -0.0246 -0.1655 
9 0 0.041 -0.041 -0.2065 
8 0 -0.002 0.002 -0.2045 
7 0 0.0348 -0.0348 -0.2393 
6 0 -0.1127 0.1127 -0.1266 
5 0 0.1354 -0.1354 -0.262 
4 0 0.0143 -0.0143 -0.2763 
3 0 0.0164 -0.0164 -0.2927 
2 0 0 0 -0.2927 
1 0 0.0041 -0.0041 -0.2968 
0 0 0.0328 -0.0328 -0.3296 
-1 0 0.1803 -0.1803 -0.5099 
-2 0 -0.0246 0.0246 -0.4853 
-3 0 -0.0123 0.0123 -0.473 
-4 0 0.0328 -0.0328 -0.5058 
-5 0 -0.123 0.123 -0.3828 
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Finally, a two-tailed hypothesis test of the significance of abnormal returns was conducted. The hypothesis 
test was conducted at 5% and 10% levels of significance using a test statistic (∅) of -0.25455 calculated 
using the formula explained in the previous section.   
 
Table 3: Hypotheses test 
Test statistic(∅) Level of significance(α) Critical Region Reject/Accept 
-0.25455 10% -1.645<ܼఈ/ଶ<1.65 Accept 
-0.25455 5% -1.95<ܼఈ/ଶ<1.95 Accept 
Ho: AR=0 
 
Since the computed test statistic is within the critical region at 5% and 10% levels of significance, the null 
hypotheses is accepted. This shows that the absolute returns in the event period are not significant. This 
implied that the Sechaba’s change in dividend payment frequency did not affect the returns of its stock. 
Thus, based on this analysis, we can conclude that a change in dividend payment frequency is not 
significant.  
Contrary to our argument that a change in dividend payment frequency is significant, the results show 
otherwise. The results probably explain why changes in dividend payment frequency are not given much 
attention in financial literature. However, we are still adamant that a change in dividend payment frequency 
matters. In this investigation, we are of the view that results of the study were largely affected by the 
illiquidity of the Botswana Exchange. When a stock market exhibit high levels of illiquidity, stock prices 
become less responsive to new information.  Liquidity is generally described as the ability to trade large 
quantities quickly at low cost(Liu, 2006).When a market is illiquid, investors are discouraged from selling off 
their stock as will be too costly to do so. Moreover, illiquid markets tend to attract long-term investors who 
tend to hold stocks for a long time. Such investors are less likely to readjust their portfolios as a result of a 
change in dividend payment frequency. Thus for further examination of the significance of a change in 
dividend payment frequency, we suggest a close examination of similar situations in relatively liquid 
markets.   
Conclusion 
The study investigated the significance of a change in dividend payment frequency. To examine the 
subject, we used analysed the impact of Sechaba Holding’s public announcement of a change in dividend 
payment frequency from a quarterly to bi-annual payments.  We argued that a change in dividend payment 
frequency is significant and relevant in the same manner as change in dividend policy which is largely 
explored in financial literature. Using an event study methodology which examine the significance of 
absolute returns during an event period, our results revealed that a change in dividend payment frequency 
is insignificant and irrelevant. The results contradicted our argument, probably justifying why the effect of 
change in dividend payment frequency has largely been ignored in dividend policy literature. We were 
however of the view that the illiquidity nature of the Botswana Stock Exchange may have caused the 
contradiction. Therefore, we suggested that a similar study be undertaken on the subject in relatively liquid 
markets.   
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